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Attached for your information are the minutes of the
following Economic Policy Council meetings:
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September 5
Septen
September 9
September 11

E@fred H. Kingon

Cabinet Secretary
456-2823
(Ground Floor, West Wing)
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[ Ed Stucky
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MINUTES
ECONOMIC POLICY COUNCIL

September 5, 1985
2:00 p.m,
Roosevelt Room

Attendees: Messrs. Baker, Block, Baldrige, Brock, Yeutter,
Sprinkel, McFarlane, Wright, Darman, Burnley, Kingon,
Ogelsby, McAllister, Armacost, Draper, Driggs,
Khedouri, Low, McPherson, Mulford, Robinson, Smart,
Smith, and Stucky, and Ms. Constable.

1. Tied Aid Credits

Secretary Baker explained that the Treasury Department's proposal
to establish a "war chest" of tied aid grants is a response to
the French refusal at the OECD meetings to joining an agreement
limiting the use of tied aid grants by raising the minimum grant
element to 40 percent. He stated that the "war chest" appears to
be the only way to gain French agreement to restricting tied aid
grants.

Mr. Mulford stated that both the French and Japanese are relying
increasingly on tied aid grants to promote exports and penetrate
markets. The number of tied-aid credits with low grant elements
has doubled since 1982 and the OECD predicts the amount of such
offers will increase to $6 billion in 1985. He suggested that if
negotiations to limit tied aid credits with the French are
successful, the Japanese will follow. The tied aid fund would be
targeted against the French between now and their elections in
March., There is some urgency to taking action because many of
our allies in support of raising the minimum grant level are
losing enthusiasm because of our failure to gain an agreement.

Mr. Mulford explained that the proposal was crafted to be of
limited duration; avoid becoming an entitlement; and would be
carefully managed by the Treasury Department. While Congress
acts on our proposal for a tied aid fund, the Export-Import Bank
would begin aggressively to offer tied aid credits to overmatch
French offers.

Mr. Wright raised several questions regarding the war chest,
including the possibilities that the French might not agree to
negotiate but instead increase their tied aid commitments and
that the program might be expanded by the Congress far beyond the
Administration's expectations. He expressed concern that
Congress might finance such a fund by reducing funding for
foreign military sales or the emergency stabilization fund. He
also questioned the value of the $300 million war chest, stating
that the $2 billion export enhancement program has not had much
effect.
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Minutes

Economic Policy Council
September 5, 1985

Page two

The Council examined the possibility that the Export-Import Bank
might manage the tied-aid grant program. Mr. Draper explained
that the Export-Import Bank currently matches, but does not beat
foreign tied aid credit proposals, on a selective basis. He
noted that the Export-Import Bank cannot offer grants. It must
offer loans with a reasonable chance of repayment, although the
terms of the loans can be made very similar on a present value
basis to a grant. Mr. Draper stated that the Export-Import Bank
is highly leveraged now, and needs a capital infusion of about
$5 billion.

A number of Council members expressed support for the tied aid
credit proposal as a means of encouraging the French seriously to
negotiate to raise the minimum grant element of a tied aid
credit. Past efforts to negotiate reductions in tied aid grants
have been ineffective because we have not had any leverage.

The Council discussed a number of questions regarding the tied
aid credit fund proposal, including whether the Japanese should
also be targeted, whether we should announce that the French are
being targeted, and the possibility of targeting tied aid credit
assistance to developing countries, not middle income countries.
The sentiment was that the fund should be targeted against the
French but that it might be counterproductive to announce thats

The Council also discussed how long the fund would remain in
existence. Secretary Baker explained that the fund was intended
to prompt the French to negotiate, and was not designed to serve
as an export subsidy program. The program would be terminated
when the French agree to raising significantly the minimum grant
element of the export credit subsidies. /

-

Decision

The Economic Policy Council agreed to recommend to the President
that he seek Congressional authorization and appropriations to
establish a tied aid fund of $300 million, to be directed by the
Treasury Departmentwith the advice of the National Advisory
Council on International Monetary and Financial Policies. All
members of the Council supported establishing the fund, except
OMB.
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